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MONETARY POLICY

e It is a macroeconomic policy tool used by the Central Bank to
““““““‘ influence the money supply in the economy to achieve certain

macroeconomic goals.
e Macroeconomics is a branch of economics that deals with the

performance, structure, behavior, and decision-making of an
B economy as a whole.
QUANTITATIVE e It involves the use of monetary instruments by the central bank to
regulate the availability of credit in the market to achieve the
ultimate objective of economic policy.
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Accelerating the-—‘
growth of the
economy.

Maintaining price

_ -

stability.

Generating -‘
employment.
Stabilizing the
exchange rate.
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Fiscal Policy Monetary Policy

It is a macro-

economic policy used

by the government to | Itis a macroeconomic policy used
Definition adjust its spending by the Central Bank to influence

levels and tax rates money supply and inferest rates.

to monitor a nation’s

economy

Controlled by th
Institutional Control onfrofied dy e Conirolied by the Central Bank

Government

] o To influence the To influence the money supply and

Prime Objective _ . .

economic condition inferest rates.

Public Expenditure,

Bank Rate, CashR Ratio,

Major Tools Taxation, Public ani Tate, Lash weserve Rao

Borrowing etc

Statutory Liquidity Ratio etc




Government Policy

Fiscal Policy managed by Monetary (Conducted
the legislative or the by the Central bank/
executive branch of Reserve bank of the

the country country)

Taxes

Government
spending

Interest rates Money Supply
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Contractionary

Accommodative Monetary Policy :
1.Increase the money supply
2.Decreasing inferest rates
3.Purchasing government securities by central bank

Contractionary Monetary Policy :
1.Raising interest rates
2.Increasing the reserve requirements for banks
3.Selling government bonds
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MONETARY POLICY

e Prior to the year 2016, the Governor of RBI was singularly
responsible for the formulation of monetary policy in India

 The Finance Act of 2016 amended the RBI Act of 1934 to set up a
Monetary Policy Committee (MPC).
—
PRE 2016
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‘ . WHAT IT DO?
% * Fix The Benchmark Interest
' Rate Of The RBI

POST 2016

_ - _ -

& ANt O
MONETARY POLICY 6 Members
COMMITTEE EGn:rt 3HE§i[In¢. Governor)



PROVISIONS MONETARY POLICY COMMITTEE

e Committee: Urjit Patel
““““““‘ e Section 45ZB of the amended RBI Act, 1934

 Composition: 6 members
e The Committeeis to meet at least 4 times a year.

e Tenure: 4 years

Inflation target sef|
by Govtin
consultation with
the RBI
(2021-25:4 (+/-2)

RBImore |
accountable to the
government if it
fails to meet the
(_inflation targets.




1.Governor of the Reserve Bank of India - Chairperson, ex
officio — Shaktikanta Das

2.Deputy Governor of the Bank in charge of monetary policy
- Michael Debrata Patra

3.Executive Director of the Bank in charge of monetary
policy - Rajiv Ranjan

4.Ashima Goyal is a member of Prime Minister Narendra
Modi's economic advisory council. Ms Goyal is a professor
at the Indira Gandhi Institute of Development Research in
Mumbai and was a visiting fellow at Yale University.

5.Shashanka Bhide is a senior advisor at the National
Council for Applied Economic Research, a New Delhi-
based think-tank, whose work has involved research info
agriculture, poverty analysis and macroeconomics.

6.Jayanth Varma is a finance and accounting professor at
the Indian Institute of Management, Ahmedabad. He was
formerly on the board of the country's capital markets’
regulator.




MONETARY POLICY TOOLS

 Quantitative tools of monetary policy are aimed at controlling the
cost and quantity of credit.
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e Qualitative Tools - Qualitative tools of monetary policy are aimed at
controlling the use and direction of credit.
B N [ ‘1 CREDIT CONTROL
QUANTITATIVE QUALITATIVE

- - Qualitative Credit Control
= Open market operation = Publicity
= Bank rate = Rationing of Credi
= CRR = Adjusting margin of loan
= SLR = Adjusting rate on consumption
= Liquidity adjustment facility(LAF) AN

= Moral suasion
" Repo

= Reverse Repo = Direct action
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Cash Reserve Ratio (CRR)

1. Minimum percentage of a bank’'s total Demand and Time Liabilities
(DTL) that a Scheduled Commercial Bank is obligated to deposit with
the RBI in the form of cash.

2.RBI does not pay any intferest on CRR deposits.

3.No Range.

 If CRR is increased: If the RBI increases the CRR, the commercial
banks have to deposit more money with the RBI and are left with less
money to lend to customers. Thus, the effect is reduced money supply
in the economy.

e If CRR is decreased: If the RBI decreases the CRR, the commercial
banks have to deposit less money with the RBI and are left with more
money 1o lend to customers. Thus, the effect is increased money
supply in the economy.
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Statutory Reserve Ratio (SLR)

1.Statutory Liquidity Ratio (SLR) is the percentage of Net Demand and
Time Liabilities (NDTL) that a Scheduled Commercial Bank (SCB) has
to keep with itself, in the form of:

2.Cash, or

3.Gold, or

4.SLR Securities (such as government bonds, treasury bills, and any
other instrument notified by the RBI), or

5.Any combination of the above three.
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Statutory Reserve Ratio (SLR)
1.Unlike the CRR, SLR need not be deposited with RBI.
2.The range of SLR prescribed by the RBI is from O percent to 40
percent.
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e SLRis increased: If the RBI increases the SLR, the commercial banks
are left with less money to lend to customers. Thus, the effect is

reduced money supply in the economy.

o If SLR is decreased: If the RBI decreases the SLR, the commercial
banks are left with more money to lend to customers. Thus, the
effect is increased money supply in the economy.
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o If the bank fails fo maintain the required SLR, then it is liable o pay
penal inferest at (Bank Rate + 3%) per annum above the bank rate,
on the shortfall amount.

\““““““ o If the shortfall continues for the next succeeding day, penal interest

/ \ is to be paid at (Bank Rate + 5%).
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